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Referendum
Background Information on the
Plan to Restructure Professional Standards
November 1987

This booklet contains
□ An Executive Summary o f the six ele
ments o f the Plan to Restructure Profes
sional Standards.
□ The text o f the proposed Code o f Profes
sional Conduct with an explanation o f
the differences between the current and
the proposed Rules.
□ The text o f proposed bylaw amendments
and Council resolutions to implement
the Plan.

AICPA
American Institute of Certified Public Accountants

Notice
The Institute’s governing Council has authorized this referendum on adoption of the
Plan to Restructure Professional Standards. A favorable vote by two-thirds of the
members voting will cause changes to be made in the AICPA bylaws and Code of
Professional Ethics. An explanation of the Plan is contained in the executive summary
below. The text of those changes is set forth on pages 1-13.
The Council has adopted resolutions to implement the bylaw and Code changes
adopted by the membership. These also are included in this booklet on pages 15-21.
Ballots will be secret and are to be returned in the enclosed postage-prepaid enve
lope to Corporation Trust Company. Ballots must be signed to be valid and must be
received by January 12, 1988, to be counted.
D o n a l d J. S c h n e e m a n ,

Secretary

EXECUTIVE SUMMARY

The following is a summary explanation of the six elements of the Plan to Restructure Professional
Standards. The text of bylaw and Code changes that will result from adoption of each element is
referenced at the end of each explanation.
Proposal No. 1: To update the existing rules of conduct with a Code of Professional Conduct consisting
of principles and rules.

Under this proposal, the existing Code of Professional Ethics would become the Code of Professional
Conduct. It would contain two sections: “ Principles” and “ Rules.” The Principles address members’
responsibilities, the public interest, integrity and objectivity, independence, due care, and scope and
nature of services. The proposed Principles are goal-oriented and aspirational. They define profes
sional behavior positively and set guidelines to assure greater adherence to professional technical
standards and ethical performance requirements. (The Principles are contained on pages 1-4.)
The Rules supporting the Principles are an updating of the current Rules of Conduct. (The proposed
Rules, the present Rules, and an explanation of changes are set forth on pages 4-10.)
Proposal No. 2:
public practice.

To adopt as a membership requirement a practice-monitoring program for members in

Under this proposal, as a condition of AICPA membership, members in public practice would partic
ipate in a quality-review program established and conducted in cooperation with state CPA societies.
(See page 11, sec. 2.2.3, 2.3.4; page 12, sec. 7.2, 7.4; page 13, sec. 7.6; page 15, col. 1; and page 17,
col. 2.)
As previously described in the publication, Plan to Restructure Professional Standards, and in the
Special Issue of The CPA Letter dated August 17, 1987, the program would be implemented in the
following way:
• Firms that are members of the division for CPA firms already meet this requirement.
• The program would be educational, rehabilitative, and corrective in nature—not punitive.

• Steps would be taken to ensure that the program is sensitive to the needs of local firms. For
example, the initial reviews would be phased in based on the firm’s size and the nature of its
practice. Larger firms would be reviewed first, followed by smaller firms, then sole practitioners.
Thus, sole practitioners with no audit clients would have at least four years before undergoing
their first review.
• Reviews would be tailored to the type of firm. The largest segment of the AICPA public practice
membership, firms with no audit clients but which only issue compilation and review reports,
would be subject only to “ off-site” report reviews.
• The review of a local firm with audit clients would be directed toward specific engagements rather
than the entire system.
• Disciplinary proceedings should be few in number and would occur only if a firm refuses to coop
erate or has deficiencies so serious that corrective action could not solve them. There would be no
public file.
• Firms without financial reporting responsibilities would not be subject to quality review. They
need only report annually that they have no audit, review, or compilation clients.
Proposal No. 3: To restructure the Joint Trial Board to promote uniformity of findings, and reduce
duplication of state enforcement procedures.

The goal of this proposal is to streamline the trial board system and promote fairness, impartiality, and
consistency for AICPA members nationwide. It calls for the consolidation of the regional trial boards
into a single board. The regions would stay as they are and five panelists from the region of the
member’s residence and adjacent regions would be selected from the Board when it is necessary to
convene a hearing panel. (See page 12, sec. 3.6.2.3 and page 17, col. 1.)
Proposal No. 4: To adopt a membership requirement of continuing professional education for members
in public practice.

Under this proposal, members in public practice would be required to take 120 CPE hours every three
years. Forty-seven states already require CPE, and this proposal would set a nationwide standard.
(See page 11, sec. 2.3.3; page 12, sec. 7.2; page 15, col. 2; and page 17, col. 2.)
Proposal No. 5: To adopt a membership requirement of continuing professional education for members
not in public practice.

The fifth proposal would require members not in public practice to take sixty hours of CPE over a
three-year period starting in 1989. After the first three years, the requirement would increase to ninety
hours over three years. The CPE courses for this group would be broad-based, tailored to the mem
ber’s occupation, and designed to raise the member’s value to his or her employer. (See page 11, sec.
2.3.3.; page 12, sec. 7.2; page 16, col. 1; and page 17, col. 2.)
Proposal No. 6: To adopt a requirement that, after the year 2000, applicants for AICPA membership
have at least 150 college-level semester hours including a bachelor’s degree or its equivalent.

With this proposal, those seeking AICPA membership after the year 2000 must have 150 semester
hours of education, including a bachelor’s degree or its equivalent, from an accredited college or
university. The new requirement would not affect present AICPA members, or those joining prior to
the year 2000. (See page 11, sec. 2.2.4.)

THE CODE OF PROFESSIONAL CONDUCT OF THE AMERICAN
INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
[The proposed Code of Professional Conduct consists of goal-oriented Principles and Rules. The text
of the Principles, which are entirely new, is set forth on pages 1-4.]

Composition, Applicability, and
Compliance

and express the basic tenets of ethical and profes
sional conduct. The Principles call for an unswerv
ing commitment to honorable behavior, even at the
sacrifice of personal advantage.

The Code of Professional Conduct of the Amer
ican Institute of Certified Public Accountants con
sists of two sections—(1) the Principles and (2) the
Rules. The Principles provide the framework for
the Rules, which govern the performance of pro
fessional services by members. The Council of the
American Institute of Certified Public Accountants
is authorized to designate bodies to promulgate
technical standards under the Rules, and the by
laws require adherence to those Rules and stand
ards.
The Code of Professional Conduct was adopted
by the membership to provide guidance and rules
to all members—those in public practice, in indus
try, in government, and in education—in the per
formance of their professional responsibilities.
Compliance with the Code of Professional Con
duct, as with all standards in an open society, de
pends primarily on members’ understanding and
voluntary actions, secondarily on reinforcement by
peers and public opinion, and ultimately on disci
plinary proceedings, when necessary, against mem
bers who fail to comply with the Rules.

Article I

Responsibilities
In carrying out their responsibilities as profession
als, members should exercise sensitive professional
and moral judgments in all their activities.

As professionals, certified public accountants
perform an essential role in society. Consistent
with that role, members of the American Institute
of Certified Public Accountants have responsi
bilities to all those who use their professional
services. Members also have a continuing respon
sibility to cooperate with each other to improve the
art of accounting, maintain the public’s confidence,
and carry out the profession’s special responsibili
ties for self-governance. The collective efforts of
all members are required to maintain and enhance
the traditions of the profession.

Article II

The Public Interest

Section I— PRINC IPLES

Members should accept the obligation to act in a
way that will serve the public interest, honor the pub
lic trust, and demonstrate commitment to profession
alism.

Preamble
Membership in the American Institute of Certi
fied Public Accountants is voluntary. By accepting
membership, a certified public accountant assumes
an obligation of self-discipline above and beyond
the requirements of laws and regulations.
These Principles of the Code of Professional
Conduct of the American Institute of Certified
Public Accountants express the profession’s recog
nition of its responsibilities to the public, to cli
ents, and to colleagues. They guide members in the
performance of their professional responsibilities

A distinguishing mark of a profession is accep
tance of its responsibility to the public. The ac
counting profession’s public consists of clients,
credit grantors, governments, employers, inves
tors, the business and financial community, and
others who rely on the objectivity and integrity of
certified public accountants to maintain the orderly
functioning of commerce. This reliance imposes a
public interest responsibility on certified public ac1
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countants. The public interest is defined as the col
lective well-being of the community of people and
institutions the profession serves.
In discharging their professional responsibilities,
members may encounter conflicting pressures from
among each of those groups. In resolving those
conflicts, members should act with integrity, guided
by the precept that when members fulfill their re
sponsibility to the public, clients’ and employers’
interests are best served.
Those who rely on certified public accountants
expect them to discharge their responsibilities with
integrity, objectivity, due professional care, and a
genuine interest in serving the public. They are ex
pected to provide quality services, enter into fee
arrangements, and offer a range of services—all in
a manner that demonstrates a level of profession
alism consistent with these Principles of the Code
of Professional Conduct.
All who accept membership in the American In
stitute of Certified Public Accountants commit
themselves to honor the public trust. In return for
the faith that the public reposes in them, members
should seek continually to demonstrate their dedi
cation to professional excellence.

Article III

Integrity
To maintain and broaden public confidence, mem
bers should perform all professional responsibilities
with the highest sense o f integrity.

Integrity is an element of character fundamental
to professional recognition. It is the quality from
which the public trust derives and the benchmark
against which a member must ultimately test all
decisions.
Integrity requires a member to be, among other
things, honest and candid within the constraints of
client confidentiality. Service and the public trust
should not be subordinated to personal gain and
advantage. Integrity can accommodate the inad
vertent error and the honest difference of opinion;
it cannot accommodate deceit or subordination of
principle.
Integrity is measured in terms of what is right
and just. In the absence of specific rules, standards,
or guidance, or in the face of conflicting opinions,
a member should test decisions and deeds by ask
ing: “ Am I doing what a person of integrity would

do? Have I retained my integrity?’’ Integrity re
quires a member to observe both the form and the
spirit of technical and ethical standards; circum
vention of those standards constitutes subordina
tion of judgment.
Integrity also requires a member to observe the
principles of objectivity and independence and of
due care.

Article IV

Objectivity and Independence
A member should maintain objectivity and be free
o f conflicts o f interest in discharging professional re
sponsibilities. A member in public practice should be
independent in fact and appearance when providing
auditing and other attestation services.

Objectivity is a state of mind, a quality that lends
value to a member’s services. It is a distinguishing
feature of the profession. The principle of objectiv
ity imposes the obligation to be impartial, intellec
tually honest, and free of conflicts of interest.
Independence precludes relationships that may ap
pear to impair a member’s objectivity in rendering
attestation services.
Members often serve multiple interests in many
different capacities and must demonstrate their ob
jectivity in varying circumstances. Members in
public practice render attest, tax, and management
advisory services. Other members prepare finan
cial statements in the employment of others, per
form internal auditing services, and serve in
financial and management capacities in industry,
education, and government. They also educate and
train those who aspire to admission into the pro
fession. Regardless of service or capacity, mem
bers should protect the integrity of their work,
maintain objectivity, and avoid any subordination
of their judgment.
For a member in public practice, the mainte
nance of objectivity and independence requires a
continuing assessment of client relationships and
public responsibility. Such a member who provides
auditing and other attestation services should be
independent in fact and appearance. In providing
all other services, a member should maintain ob
jectivity and avoid conflicts of interest.
Although members not in public practice cannot
maintain the appearance of independence, they
nevertheless have the responsibility to maintain
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objectivity in rendering professional services.
Members employed by others to prepare financial
statements or to perform auditing, tax, or consult
ing services are charged with the same responsibil
ity for objectivity as members in public practice
and must be scrupulous in their application of gen
erally accepted accounting principles and candid in
all their dealings with members in public practice.
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Members should be diligent in discharging re
sponsibilities to clients, employers, and the public.
Diligence imposes the responsibility to render ser
vices promptly and carefully, to be thorough, and
to observe applicable technical and ethical stand
ards.
Due care requires a member to plan and super
vise adequately any professional activity for which
he or she is responsible.

Article V

Due Care
A member should observe the profession’s technical
and ethical standards, strive continually to improve
competence and the quality o f services, and discharge
professional responsibility to the best of the member’s
ability.

The quest for excellence is the essence of due
care. Due care requires a member to discharge
professional responsibilities with competence and
diligence. It imposes the obligation to perform pro
fessional services to the best of a member’s ability
with concern for the best interest of those for
whom the services are performed and consistent
with the profession’s responsibility to the public.
Competence is derived from a synthesis of edu
cation and experience. It begins with a mastery of
the common body of knowledge required for des
ignation as a certified public accountant. The main
tenance of competence requires a commitment to
learning and professional improvement that must
continue throughout a member’s professional life.
It is a member’s individual responsibility. In all en
gagements and in all responsibilities, each member
should undertake to achieve a level of competence
that will assure that the quality of the member’s
services meets the high level of professionalism re
quired by these Principles.
Competence represents the attainment and main
tenance of a level of understanding and knowledge
that enables a member to render services with
facility and acumen. It also establishes the limita
tions of a member’s capabilities by dictating that
consultation or referral may be required when a
professional engagement exceeds the personal
competence of a member or a member’s firm. Each
member is responsible for assessing his or her own
competence—of evaluating whether education, ex
perience, and judgment are adequate for the re
sponsibility to be assumed.

Article VI

Scope and Nature of Services
A member in public practice should observe the
Principles o f the Code o f Professional Conduct in de
termining the scope and nature o f services to be pro
vided.

The public interest aspect of certified public
accountants’ services requires that such services
be consistent with acceptable professional behav
ior for certified public accountants. Integrity re
quires that service and the public trust not be
subordinated to personal gain and advantage. Ob
jectivity and independence require that members
be free from conflicts of interest in discharging
professional responsibilities. Due care requires that
services be provided with competence and dili
gence.
Each of these Principles should be considered
by members in determining whether or not to pro
vide specific services in individual circumstances.
In some instances, they may represent an overall
constraint on the nonaudit services that might be
offered to a specific client. No hard-and-fast rules
can be developed to help members reach these
judgments, but they must be satisfied that they are
meeting the spirit of the Principles in this regard.
In order to accomplish this, members should—
• Practice in firms that have in place internal
quality-control procedures to ensure that ser
vices are competently delivered and adequately
supervised.
• Determine, in their individual judgments,
whether the scope and nature of other services
provided to an audit client would create a con
flict of interest in the performance of the audit
function for that client.
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• Assess, in their individual judgments, whether

an activity is consistent with their role as pro
fessionals (for example, Is such activity a rea
sonable extension or variation of existing
services offered by the member or others in
the profession?).

Section II— RULES
[Pages 4-10 set forth the text of each proposed Rule of
the revised Code of Professional Conduct, followed by
the text of the current Rules of Conduct and an explana
tion of any differences between the current and proposed
language. Proposed rules are presented in italics.]

Applicability
The bylaws o f the American Institute of Certified
Public Accountants require that members adhere to
the Rules o f the Code o f Professional Conduct. Mem
bers must be prepared to justify departures from these
Rules.

Independence
Rule 101. A member in public practice shall be in
dependent in the performance o f professional services
as required by standards promulgated by bodies desig
nated by Council.

Current rule 101 is as follows:
A member or a firm of which he is a partner or
shareholder shall not express an opinion on financial
statements of an enterprise unless he and his firm
are independent with respect to such enterprise. In
dependence will be considered to be impaired if, for
example:
A. During the period of his professional engage
ment, or at the time of expressing his opinion,
he or his firm
1. a. Had or was committed to acquire any
direct or material indirect financial in
terest in the enterprise; or
b. Was a trustee of any trust or executor
or administrator of any estate if such

trust or estate had or was committed to
acquire any direct or material indirect
financial interest in the enterprise; or
2. Had any joint closely held business invest
ment with the enterprise or any officer, di
rector, or principal stockholder thereof
which was material in relation to his or his
firm’s net worth; or
3. Had any loan to or from the enterprise or
any officer, director, or principal stock
holder thereof. This latter proscription does
not apply to the following loans from a fi
nancial institution when made under nor
mal lending procedures, terms, and
requirements:
a. Loans obtained by a member or his firm
which are not material in relation to the
net worth of such borrower.
b. Home mortgages.
c. Other secured loans, except loans guar
anteed by a member’s firm which are
otherwise unsecured.
B. During the period covered by the financial
statements, during the period of the profes
sional engagement, or at the time of express
ing an opinion, he or his firm
1. Was connected with the enterprise as a
promoter, underwriter, or voting trustee, a
director or officer or in any capacity equiv
alent to that of a member of management
or of an employee; or
2. Was a trustee for any pension or profitsharing trust of the enterprise.
The above examples are not intended to be allinclusive.

Explanation
Current rule 101 relates only to opinions on fi
nancial statements and prohibits a member from
expressing an opinion on such statements unless
the member is independent. The rule describes a
number of circumstances that impair independence.
However, independence is required by standards
governing services that do not involve expressing
opinions on financial statements. They include, for
example, review services for which standards are
promulgated by the accounting and review services
committee, reports on examinations of prospective
financial statements, reports on attest engagements
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under statements on standards for attestation en
gagements, and engagements under several of the
statements on auditing standards that do not in
volve expressing opinions on financial statements.
The proposed rule incorporates by reference the
independence requirements of standards promul
gated by appropriate AICPA bodies. It is substan
tially the same as the current rule, but omits the
examples of situations that impair independence
included in the current rule. Those examples will
be carried forward in an interpretation of the pro
posed rule. The interpretation, which follows,
would remain in effect unless and until modified by
the senior technical committees.
Proposed Interpretation of Rule 101
If the proposed rule is adopted, the following in
terpretation will also be adopted.
Interpretation 101-1. Independence shall be consid
ered to be impaired if, fo r example, a member had any
o f the following transactions, interests, or relation
ships:
A. During the period o f a professional engagement
or at the time o f expressing an opinion, a mem
ber or a member’s firm
1. Had or was committed to acquire any direct
or material indirect financial interest in the
enterprise.
2. Was a trustee o f any trust or executor or ad
ministrator o f any estate if such trust or es
tate had or was committed to acquire any
direct or material indirect financial interest
in the enterprise.
3. Had any joint, closely held business invest
ment with the enterprise or with any officer,
director, or principal stockholders thereof
that was material in relation to the member’s
net worth or to the net worth o f the member’s
firm.
4. Had any loan to or from the enterprise or
any officer, director, or principal stockholder
o f the enterprise. This proscription does not
apply to the following loans from a financial
institution when made under normal lending
procedures, terms, and requirements:
a. Loans obtained by a member or a mem
ber’s firm that are not material in rela
tion to the net worth of such borrower.
b. Home mortgages.
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c. Other secured loans, except loans guar
anteed by a member’s firm which are oth
erwise unsecured.
B. During the period covered by the financial state
ments, during the period o f the professional en
gagement, or at the time of expressing an
opinion, a member or a member’s firm
1. Was connected with the enterprise as a pro
moter, underwriter or voting trustee, as a di
rector or officer, or in any capacity equivalent
to that o f a member o f management or o f an
employee.
2. Was a trustee fo r any pension or profitsharing trust o f the enterprise.
The above examples are not intended to be allinclusive.

Integrity and Objectivity
Rule 102. In the performance o f any professional
service, a member shall maintain objectivity and in
tegrity, shall be free of conflicts of interest, and shall
not knowingly misrepresent facts or subordinate his or
her judgment to others.

Explanation
Current rule 102 is as follows:
A member shall not knowingly misrepresent facts
and when engaged in the practice of public account
ing, including the rendering of tax and management
advisory services, shall not subordinate his judgment
to others. In tax practice, a member may resolve
doubt in favor of his client as long as there is reason
able support for his position.
The prohibition in the current rule against know
ingly misrepresenting facts applies to all AICPA
members, but the prohibition against subordination
of a member’s judgment to others applies only to
members in public practice. Under the proposed
rule, both prohibitions as well as the requirements
to maintain integrity and objectivity and to be free
of conflicts of interest, which have been added,
would apply equally to all members in the perfor
mance of professional services. The provision al
lowing members to resolve doubts in favor of a
client in tax practice has been deleted because re
solving doubts in favor of a client in an advocacy
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engagement is not deemed, by itself, to impair
integrity or objectivity.

General Standards
Rule 201. A member shall comply with the follow
ing standards and with any interpretations thereof by
bodies designated by Council.
A. Professional Competence. Undertake only those
professional services that the member or the
member’s firm can reasonably expect to be
completed with professional competence.
B. Due Professional Care. Exercise due profes
sional care in the performance o f professional
services.
C. Planning and Supervision. Adequately plan and
supervise the performance of professional ser
vices.
D. Sufficient Relevant Data. Obtain sufficient rele
vant data to afford a reasonable basis fo r con
clusions or recommendations in relation to any
professional services performed.

Explanation
Current rule 201 is as follows:
A member shall comply with the following general
standards as interpreted by bodies designated by
Council and must justify any departures therefrom.
A. Professional competence. A member shall un
dertake only those engagements which he or
his firm can reasonably expect to complete
with professional competence.
B. Due professional care. A member shall exer
cise due professional care in the performance
of an engagement.
C. Planning and supervision. A member shall ad
equately plan and supervise an engagement.
D. Sufficient relevant data. A member shall ob
tain sufficient relevant data to afford a reason
able basis for conclusions or recommendations
in relation to an engagement.
E. Forecasts. A member shall not permit his
name to be used in conjunction with any fore
cast of future transactions in a manner which
may lead to the belief that the member vouches
for the achievability of the forecast.

Current rule 201 applies only to members in pub
lic practice. The proposed rule uses the term “pro
fessional services” instead of “ engagements” so
that the rule would apply to all members, whether
or not in public practice, when they perform such
services.
Subparagraph E of the current rule that deals
with forecasts is deleted because guidance regard
ing these services has been provided by the senior
technical committees. For the same reason, Inter
pretation 201-2 dealing with forecasts is also being
deleted.

Compliance With Standards
Rule 202. A member who performs auditing, re
view, compilation, management advisory, tax, or other
professional services shall comply with standards pro
mulgated by bodies designated by Council.

Explanation
Current rule 202, “Auditing Standards,” is as
follows:
A member shall not permit his name to be associ
ated with financial statements in such a manner as
to imply that he is acting as an independent public
accountant unless he has complied with the applica
ble generally accepted auditing standards promul
gated by the Institute. Statements on auditing
standards issued by the Institute’s auditing stand
ards executive committee [auditing standards board]
are, for purposes of this rule, considered to be inter
pretations of the generally accepted auditing stand
ards, and departures from such statements must be
justified by those who do not follow them.

The current rule applies only to compliance with
generally accepted auditing standards when a mem
ber is associated with financial statements as an
independent auditor. The proposed rule combines
the substance of current rules 202 and 204. Current
rule 204, “ Other Technical Standards,” is as fol
lows:
A member shall comply with other technical stand
ards promulgated by bodies designated by Council
to establish such standards, and departures there
from must be justified by those who do not follow
them.
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Under the proposed rule, duly promulgated tech
nical standards in all functional areas would apply
as appropriate to all AICPA members. With re
spect to auditing services, the proposed rule would
eliminate the distinction made by the current rule
between “generally accepted auditing standards
promulgated by the Institute” and statements on
auditing standards (SASs), which “ are considered
to be interpretations of the generally accepted au
diting standards.” Generally accepted auditing
standards have, for some time, been incorporated
in the SASs.
The phrase “ associated with financial state
ments” has been deleted from the proposed rule
on the basis that the phrase “ performing profes
sional services” is sufficient to link the member to
the professional service performed in compliance
with professional standards.

Accounting Principles
Rule 203. A member shall not (1) express an opin
ion or state affirmatively that the financial statements
or other financial data o f any entity are presented in
conformity with generally accepted accounting princi
ples or (2) state that he or she is not aware o f any
material modifications that should be made to such
statements or data in order fo r them to be in conform
ity with generally accepted accounting principles, if
such statements or data contain any departure from
an accounting principle promulgated by bodies desig
nated by Council to establish such principles that has
a material effect on the statements or data taken as a
whole. If, however, the statements or data contain
such a departure and the member can demonstrate that
due to unusual circumstances the financial statements
or data would otherwise have been misleading, the
member can comply with the rule by describing the
departure, its approximate effects, if practicable, and
the reasons why compliance with the principle would
result in a misleading statement.

Explanation
Current rule 203 is as follows:
A member shall not express an opinion that finan
cial statements are presented in conformity with
generally accepted accounting principles if such
statements contain any departure from an account
ing principle promulgated by the body designated by
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Council to establish such principles which has a ma
terial effect on the statements taken as a whole, un
less the member can demonstrate that due to unusual
circumstances the financial statements would other
wise have been misleading. In such cases his report
must describe the departure, the approximate effects
thereof, if practicable, and the reasons why compli
ance with the principle would result in a misleading
statement.

Current rule 203 is stated in terms of the expres
sion of opinions (as distinguished from reports) on
financial statements, and some questions have
arisen about its applicability to review services.
The proposed rule is directed to that problem. Al
so, when members perform services that are
“governed” by certain SASs and that are unrelated
to opinions on financial statements but require rep
resentations of conformity with GAAP, the appli
cable SASs cannot be enforced against such
members under the provisions of the current rule
203. The phrase “financial data” is directed to that
problem.
The proposed rule also differs from the existing
rule in that it applies to all AICPA members,
whether or not in public practice, who perform the
acts described, and it covers all services for which
standards have been promulgated regarding GAAP
conformity—for example, SAS No. 14, “ Special
Reports.”

Other Technical Standards
Rule 204. (Deleted)

Explanation
Compliance with all standards promulgated by
bodies designated by Council is covered by the re
vision of rule 202, and rule 204 is therefore no
longer necessary. (See page 6.)

Confidential Client Information
Rule 301. A member in public practice shall not
disclose any confidential client information without the
specific consent of the client.
This rule shall not be construed (1) to relieve a
member o f his or her professional obligations under
rules 202 and 203, (2) to affect in any way the
member’s obligation to comply with a validly issued
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and enforceable subpoena or summons, (3) to prohibit
review o f a member’s professional practice under
AICPA or state CPA society authorization, or (4) to
preclude a member from initiating a complaint with or
responding to any inquiry made by a recognized inves
tigative or disciplinary body.
Members o f a recognized investigative or disciplin
ary body and professional practice reviewers shall not
use to their own advantage or disclose any member’s
confidential client information that comes to their
attention in carrying out their official responsibilities.
However, this prohibition shall not restrict the ex
change o f information with a recognized investigative
or disciplinary body or affect, in any way, compliance
with a validly issued and enforceable subpoena or
summons.

Explanation
Current rule 301 is as follows:
A member shall not disclose any confidential in
formation obtained in the course of a professional
engagement except with the consent of the client.
This rule shall not be construed (a) to relieve a
member of his obligation under rules 202 and 203,
(b) to affect in any way his compliance with a validly
issued subpoena or summons enforceable by order
of a court, (c) to prohibit review of a member’s pro
fessional practices as a part of voluntary quality re
view under Institute authorization, or (d) to preclude
a member from responding to any inquiry made by
the ethics division or trial board of the Institute, by
a duly constituted investigative or disciplinary body
of a state CPA society, or under state statutes.
Members of the ethics division and trial board of
the Institute and professional practice reviewers un
der Institute authorization shall not disclose any
confidential client information which comes to their
attention from members in disciplinary proceedings
or otherwise in carrying out their official responsi
bilities. However, this prohibition shall not restrict
the exchange of information with an aforementioned
duly constituted investigative or disciplinary body.

Current rule 301 prohibits disclosure by a mem
ber in public practice of any confidential client in
formation obtained in the course of a professional
engagement, except with the consent of the client.
The proposed rule requires specific consent of
the client before disclosure may be made. This
change is intended to clarify the duty of the mem
ber in a determination of whether consent was ob

tained. Consent will not be required when the
exceptions to the rule are operative.
The current rule provides exceptions to the
above-stated general rule. The proposed rule will
add two exceptions not included in the current rule.
The first will permit a disclosure exception in con
nection with responses to inquiries from compo
nents of the AICPA division for CPA firms or the
quality review program. The second will permit
disclosure when a member initiates a complaint
with a recognized disciplinary body.

Contingent Fees
Rule 302. Professional services shall not be offered
or rendered under an arrangement whereby no fee will
be charged unless a specified finding or result is
attained, or where the fee is otherwise contingent upon
the finding or results o f such services. However, a
member’s fees may vary depending, fo r example, on
the complexity o f services rendered.
Fees are not regarded as being contingent if fixed
by courts or other public authorities, or, in tax mat
ters, if determined based on the results o f judicial pro
ceedings or the findings o f governmental agencies.

Explanation
The current rule is retained in its present form.

Acts Discreditable
Rule 501. A member shall not commit an act dis
creditable to the profession.

Explanation
The current rule is retained in its present form.

Advertising and Other Forms of
Solicitation
Rule 502. A member in public practice shall not
seek to obtain clients by advertising or other forms o f
solicitation in a manner that is false, misleading, or
deceptive. Solicitation by the use of coercion, over
reaching, or harassing conduct is prohibited.
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Explanation
Except for the clarification of the application of
rule 502 by adding the words “ in public practice,”
the current rule is retained.

Commissions
Rule 503. The acceptance by a member in public
practice o f a payment fo r the referral of products or
services o f others to a client is prohibited. Such action
is considered to create a conflict o f interest that results
in a loss o f objectivity and independence.
A member shall not make a payment to obtain a
client. This rule shall not prohibit payments fo r the
purchase o f an accounting practice or retirement pay
ments to individuals formerly engaged in the practice
o f public accounting or payments to their heirs or
estates.

Explanation
Current rule 503 is as follows:
A member shall not pay a commission to obtain a
client, nor shall he accept a commission for a refer
ral to a client of products or services of others. This
rule shall not prohibit payments for the purchase of
an accounting practice or retirement payments to in
dividuals formerly engaged in the practice of public
accounting or payments to their heirs or estates.

The proposed rule is, in substance, the same as
the current rule, with some revision in wording.
The rationale for the prohibition—avoiding con
flicts of interest—is explicitly stated.
The proposed rule is not intended to prohibit
payments to staff based on their client-development
activity. Such payments are deemed to be a part of
their normal compensation.

Incompatible Occupations
Rule 504. (Deleted)

Explanation
Current rule 504 is as follows:
A member who is engaged in the practice of pub
lic accounting shall not concurrently engage in any
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business or occupation which would create a conflict
of interest in rendering professional services.

The current rule prohibits a member from engag
ing in a business or an occupation concurrently
with the practice of public accounting when the
business or occupation would create a conflict of
interest in rendering professional services. It is de
leted because the proposed Principles provide guid
ance on conflicts of interest and proposed rule 102
requires members to avoid such conflicts.

Form of Practice and Name
Rule 505. A member may practice public account
ing only in the form o f a proprietorship, a partner
ship, or a professional corporation whose character
istics conform to resolutions o f Council.
A member shall not practice public accounting un
der a firm name that is misleading. Names o f one or
more past partners or shareholders may be included in
the firm name of a successor partnership or corpora
tion. Also, a partner or shareholder surviving the
death or withdrawal o f all other partners or share
holders may continue to practice under such name
which includes the name o f past partners or share
holders fo r up to two years after becoming a sole
practitioner.
A firm may not designate itself as “Members o f the
American Institute o f Certified Public Accountants”
unless all of its partners or shareholders are members
of the Institute.

Explanation
Current rule 505 is as follows:
A member may practice public accounting,
whether as an owner or employee, only in the form
of a proprietorship, a partnership, or a professional
corporation whose characteristics conform to resolu
tions of Council.
A member shall not practice under a firm name
which includes any fictitious name, indicates special
ization, or is misleading as to the type of organiza
tion (proprietorship, partnership, or corporation).
However, names of one or more past partners or
shareholders may be included in the firm name of a
successor partnership or corporation. Also, a part
ner surviving the death or withdrawal of all other
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partners may continue to practice under the part
nership name for up to two years after becoming a
sole practitioner.
A firm may not designate itself as “ Members of
the American Institute of Certified Public Accoun
tants” unless all of its partners or shareholders are
members of the Institute.

The proposed rule would revise the current rule
so as to permit a firm name that includes a ficti
tious name or that indicates specialization, pro

vided that the firm name or specialization is not
misleading. In its present form, the prohibition
against all fictitious names is sensitive to antitrust
attack. The rule regarding firm name should be
consistent with the rule on advertising and solicita
tion, which has for some time prohibited only
statements or assertions that are false, misleading,
or deceptive. Because a member may now adver
tise a specialty, there is no reason a firm should
not be allowed to do so if the false, misleading, or
deceptive test is met.

BYLAWS OF THE AMERICAN INSTITUTE OF
CERTIFIED PUBLIC ACCOUNTANTS
[The six proposals would be implemented through changes in the current bylaws. The affected sec
tions are reprinted on pages 11-13, with new language shown in italics and deleted language by
strike-through. Adoption of the following proposals will require mechanical renumeration of other
sections not shown.]
2.3

PROPOSED AMENDMENT TO SECTION 2
OF THE BYLAWS

Members of the Institute shall

Adm ission to M em bership and
A ssociation

2.3.1 Pay dues as established by Council.
2.3.2 Conform with these bylaws and the Rules of
the Code o f Professional Conduct.
2.3.3 Complete continuing professional education
requirements established by Council.

Admission to, and Retention of,
Membership and Association
2.1

(See implementing resolutions, pages 15-16.)

Members

2.3.4 Engage in the practice o f public accounting
only with a firm that is enrolled in an Instituteapproved practice-monitoring program.

Members of the Institute shall be
2.1.1 Members of the Institute at the effective date
of these bylaws and
2.1.2 Persons who shall qualify for admission as
provided in section 2.2 of this article and who shall
be admitted under procedures adopted by the board
of directors.
2.2

Requirements fo r Retention of Membership

(See implementing resolution, page 15.)

PROPOSED AMENDMENT TO SECTION 3.6
OF THE BYLAWS

Com m ittees

Requirements for Admission to Membership

The following persons may qualify for admission as
members of the Institute:

The proposed revision to section 3.6 changes
section 3.6.2.1 to expand the responsibility of the
nominations committee and changes section 3.6.2.3
to indicate the name and composition of the trial
board. Other sections are not shown.

2.2.1 Those who are in possession of a valid and
unrevoked certified public accountant certificate is
sued by a legally constituted state authority and,
2.2.2 Who shall have passed an examination in ac
counting and other related subjects satisfactory to
the board of directors, and
2.2.3 Who, if engaged in the practice o f public ac
counting as a proprietor, partner, or shareholder or
as an employee who has been licensed as a CPA fo r
more than two years, are practicing in firms enrolled
in Institute-approved practice-monitoring programs.

3.6.2.1

Nominations Committee

There shall be a nominations committee composed
of eleven members of the Institute, elected by the
Council in such manner as the Council shall pre
scribe. It shall be the responsibility of the committee
to make nominations for the offices of chairman of
the board of directors, vice chairman of the board of
directors, board vice presidents, treasurer, the
elected members of the board of directors, the na
tional review board, the joint trial board, the quality
review executive committee, and the Council, as else
where provided in these bylaws, and to apportion
among the states directly elected Council seats pur
suant to section 6.1.2.

(See implementing resolution, page 15.)
2.2.4 Those applying fo r membership who first be
come eligible to take the examination required by sec
tion 2.2.2 after the year 2000 who shall have obtained
150 semester hours o f education at an accredited col
lege or university including a baccalaureate degree or
its equivalent.

(See implementing resolution, page 16.)
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3.6.2.3

Joint Trial Board

There shall be a trial board consisting of members
present or former members o f Council possessing a
valid and unrevoked certified public accountant cer
tificate to adjudicate disciplinary charges against
members of the Institute pursuant to section 7.4.
Members of the trial board shall be elected by the
Council for such terms as the Council may pre
scribe.
The trial board is empowered to adopt rules, con
sistent with these bylaws or actions of the Council,
governing procedure in cases heard by any hearing
panel, and in connection with any application for
review of a decision of a hearing panel.
Decisions of any hearing panel shall be subject to
review only by the trial board.
(See implementing resolution, page 17.)

PROPOSED AMENDMENT TO SECTION 7.2
OF THE BYLAWS

Term ination o f M em bership for
N onpaym ent o f Financial Obligation
7.2 Termination of Membership for Nonpayment
of Financial Obligation or fo r Failure to Comply
With Membership-Retention Requirements
The board of directors may, in its discretion, termi
nate the membership of a member who fails to pay
his dues or any other obligation to the Institute
within five months after such debt has become due
and terminate the membership o f a member who fails
to comply with the practice-monitoring or continuing
education membership-retention requirements. The
Council shall provide fo r consideration and disposi
tion by the trial board, with or without hearing, of a
timely written petition that membership should not be
terminated pursuant to this section. Any membership
so terminated may be reinstated by the board of di
rectors, under such conditions and procedures as the
Council may prescribe.
(See implementing resolution, page 17.)

PROPOSED AMENDMENT TO SECTION 7.4
OF THE BYLAWS

Disciplining o f M em ber by Trial Board
7.4

Disciplining of Member by Trial Board

Under such conditions and by such procedure as the
Council may prescribe, a hearing panel of the trial
board, by a two-thirds vote of the members present
and voting, may expel a member (except as other
wise provided in section 7.4.3), or by a majority vote
of the members present and voting, may suspend a
member for a period not to exceed two years not
counting any suspension imposed under sections
7.3.1 and 7.3.2, or may impose such lesser sanctions
as the Council may prescribe on any member if the
member
7.4.1 He Infringes any of these bylaws or any pro
vision rule of the Code of Professional Ethics Con
duct;
7.4.2 He Is declared by a court of competent juris
diction to have committed any fraud;
7.4.3 He Is held by a hearing panel of the trial
board to have been guilty of an act discreditable to
the profession, or to have been convicted of a crim
inal offense which tends to discredit the profession;
provided that should a hearing panel of the trial
board find by a majority vote that he has been con
victed by a criminal court of an offense involving
moral turpitude, or any of the offenses enumerated
in section 7.3.1, the penalty shall be expulsion;
7.4.4 He Is declared by any competent court to be
insane or otherwise incompetent;
7.4.5 His Is subject to the suspension, revocation,
withdrawal, or cancellation of the member’s certifi
cate as a certified public accountant or license or
permit to practice as such or to practice public ac
counting is s uspended, revoked, withdrawn, or can
celled as a disciplinary measure by any governmental
authority; or
7.4.6 He Fails to cooperate with the professional
ethics division in any disciplinary investigation of
him or his the member or a partner or employee o f
the firm by not making a substantive response to in
terrogatories or a request for documents from a
committee of the professional ethics division or by
not complying with the educational and remedial or
corrective action determined to be necessary by the
professional ethics executive committee, within thirty
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days of their posting after the posting o f notice of
such interrogatories, or a request fo r documents, or
directive to take CPE or corrective action by regis
tered or certified mail, postage pre-paid, to him at
his the member at his or her last-known address
shown on the books of the Institute.
With respect to a member residing in a state in
which the state society has entered into an agreement
approved by the Institute’s board of directors for
the to deal with complaints against society members in
cooperation with the professional ethics division, con 
duct of joint trial board hearings, disciplinary hear
ings shall be conducted before the appropriate
hearing panel a hearing panel o f the joint trial board.

Notice of disciplinary action pursuant to section 7.3
or 7.4 or o f termination o f participation o f a member’s
firm in an Institute-approved practice-monitoring pro
gram, together with a statement of the reasons there
for, shall be published in such form and manner as
the Council may prescribe.

(See implementing resolution, page 18.)

(See implementing resolution, page 19.)

PROPOSED AMENDMENT TO SECTION 7.6
OF THE BYLAWS

Publication o f Disciplinary Action

7.6

Publication of Disciplinary Action

[Implementing Council resolutions begin on page 15.]

[Implementing Council resolutions begin on page 15.]

IMPLEMENTING COUNCIL RESOLUTIONS
[The broad language of the bylaws is implemented by resolutions of the governing Council. At its
meeting on September 19, 1987, Council adopted the resolutions on pages 15-21 which would imple
ment bylaw changes approved by the membership. New language is shown in italics, and deletions
from existing resolutions are shown by strike-through.]

PROPOSED IMPLEMENTING COUNCIL
RESOLUTION UNDER SECTIONS 2.2.3 AND
2.3.4 OF THE BYLAWS

PROPOSED IMPLEMENTING COUNCIL
RESOLUTION UNDER SECTION 2.3.3 OF THE
BYLAWS

To A uthorize the Q uality Review
Program and to Im plem ent the
Practice-M onitoring Requirem ent

Continuing Professional E ducation for
M em bers IN Public Practice
Resolved: That pursuant to section 2.3.3 o f the by
laws the basic continuing professional education re
quirements fo r membership in the American Institute
of Certified Public Accountants shall be

Resolved: That the Board o f Directors is authorized
to establish within the Institute a quality review divi
sion governed by an executive committee having se
nior status with authority to carry out the activities of
the division. The primary activities o f the division will
be (1) to establish and conduct, in cooperation with
state CPA societies, a quality review program fo r
AICPA and state society members engaged in the pub
lic practice o f accounting and (2) to conduct reviews
of firms enrolled in the program. Such activities shall
not conflict with the policies and standards o f the
AICPA and shall be subject to the oversight of the
board of directors. The nominees to serve on the exec
utive committee o f the division shall be selected by the
AICPA nominations committee, and the members o f
the committee shall be elected by Council.
Further resolved: That in order fo r members o f the
Institute engaged in the practice of public accounting
to retain their membership beyond the periods set forth
in this resolution, they shall be associated as propri
etors, partners, shareholders, or employees o f firms
enrolled in an approved practice review program as
designated in this resolution. A member firm o f the
AICPA division fo r CPA firms or a firm enrolled in
the quality review program established by this resolu
tion shall be deemed to be enrolled in an approved
program under sections 2.2.3 and 2.3.4 o f the bylaws.
Further resolved: That a member in public practice
associated with a firm as a proprietor, partner, or
shareholder shall become ineligible to retain AICPA
membership six months after the adoption o f section
2.3.4 unless the firm enrolls in an approved practice
monitoring program and that a member associated
with a firm as an employee shall become ineligible two
years after the adoption o f section 2.3.4, or two years
after becoming licensed as a CPA, whichever is later,
unless the firm enrolls in an approved program.

1. For each three-year reporting period beginning
with the 1989 calendar year, or with the second
fu ll calendar year after the adoption o f the by
law provision, AICPA members in public prac
tice, except those in retirement, shall dem
onstrate fo r each calendar year that they have
completed acceptable continuing education as
follows:
a. A member in public practice shall, during
each three-year reporting period, complete
120 hours with a minimum o f twenty hours
each year.
b. A member who complies with a state licens
ing or state society membership continuing
education requirement shall be deemed to be
in compliance with this provision, provided
such a requirement is fo r an average o f forty
hours per year, at a minimum, and provided
the member submits a statement o f compli
ance with such a requirement showing
completion o f at least twenty hours each
year.
c. A member who is not subject to such a state
requirement shall submit each year a report
of the amount o f continuing education com
pleted during the immediately preceding cal
endar year showing fo r each program
completed (1) the sponsoring organization,
(2) the location at which the program was
given, (3) the title of the program or a de
scription o f its contents, (4) the dates attend
ed, and (5) the number o f hours claimed.
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Further resolved: That the board o f directors shall
designate a body with the authority to grant exceptions
fo r reasons such as health, military service, foreign
residency, and other similar reasons.

scription of its contents, (4) the dates attend
ed, and (5) the number of hours claimed.
Further resolved: That the board o f directors shall
designate a body with the authority to grant exceptions
fo r reasons such as health, military service, foreign
residency, and other similar reasons.

PROPOSED IMPLEMENTING RESOLUTION
UNDER SECTION 2.3.3 OF THE BYLAWS

C ontinuing Professional Education for
M em bers NO T in Public Practice

PROPOSED REVISED IMPLEMENTING
COUNCIL RESOLUTION UNDER SECTION 3.6
OF THE BYLAWS

Resolved: That pursuant to section 2.3.3 of the by
laws the basic continuing professional education re
quirements fo r membership in the American Institute
o f Certified Public Accountants shall be

Com m ittees

1. For each three-year reporting period beginning
with the 1989 calendar year, or with the second
full calendar year after the adoption of the by
law provision, AICPA members not in public
practice, except those in retirement, shall dem
onstrate fo r each calendar year that they have
completed acceptable continuing education as
follows:
a. A member not engaged in public practice
shall, during the first three-year reporting
period after the adoption of the bylaw provi
sion, complete sixty hours with a minimum
o f ten hours in each year and shall, during
subsequent three-year reporting periods,
complete ninety hours with a minimum of
fifteen hours each year.
b. A member who complies with a state licens
ing or state society membership continuing
education requirement shall be deemed to be
in compliance with this provision, provided
such a requirement is fo r an average o f thirty
hours per year, at a minimum, and provided
the member submits a statement of compli
ance with such a requirement showing com
pletion o f at least ten hours each year.
c. A member who is not subject to such a state
requirement shall submit each year a report
of the amount o f continuing education com
pleted during the immediately preceding cal
endar year showing fo r each program
completed (1) the sponsoring organization,
(2) the location at which the program was
given, (3) the title o f the program or a de

Resolved:
(1) That the following be designated as senior com
mittees and boards:
• Accounting and review services committee
• Accounting standards executive committee
• Auditing standards board
• Board of examiners
• Federal taxation executive committee
• Management advisory services executive com
mittee
• Private companies practice section executive
committee
• Continuing professional education executive
committee
• Professional ethics executive committee
• Quality review executive committee
• SEC practice section executive committee,
and further
(2) That the following senior technical committees
be authorized to make public statements, with
out clearance with the Council or the board of
directors, on matters related to their area of
practice.
• Accounting and review services committee
• Accounting standards executive committee
• Auditing standards board
• Federal taxation executive committee
• Management advisory services executive com
mittee
• Professional ethics executive committee
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PROPOSED REVISED IMPLEMENTING
COUNCIL RESOLUTION UNDER SECTION
3.6.2.2 OF THE BYLAWS

Professional Ethics Division
Resolved:
.06 That in cases where the professional ethics ex
ecutive committee concludes that a prima facie vio
lation of the Code of Professional Ethics or bylaws is
not of sufficient gravity to warrant further formal
action, the committee may issue an administrative
reprimand, and may direct the member or members
concerned to complete specified continuing profes
sional education courses, or to take other remedial or
corrective action, provided, however, that there will
be no publication of such administrative reprimand
action in the Institute’s principal membership peri
odical and the member concerned is notified of his
right to reject the reprimand such direction. In the
case of such a rejection, the professional ethics exec
utive committee shall determine whether to bring the
matter to a hearing panel of the trial board for a
hearing.

PROPOSED REVISED IMPLEMENTING
COUNCIL RESOLUTION UNDER SECTION
3.6.2.3 OF THE BYLAWS

Joint Trial Board
Resolved: That the joint trial board shall consist of
at least thirty-six members elected fo r a three-year term
by Council on a staggered basis from among its present
and form er members on nomination o f the nomina
tions committee. No member shall serve more than
two fu ll successive terms. The size of the trial board
shall be determined by the board o f directors. No
member o f the Institute's professional ethics division,
o f a state society ethics committee, or o f a state board
o f accountancy shall be a member o f the trial board.
The trial board shall elect from its membership a
chairman and a vice chairman, the vice chairman to
serve as chairman during any period of unavailability
o f the chairman. It shall also elect a secretary who
need not be a member.
The chairman or vice chairman, when acting as
chairman, pursuant to the trial board rules o f practice
and procedure, may appoint from the members of the
trial board a panel of not less than five members,
which may, but need not, include himself to sit as a
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sub-board and hear and adjudicate charges against
members, or an ad hoc committee consisting o f not
less than three members o f the trial board to consider
requests fo r nonapplication of sections 7.2 and 7.3.
Decisions of sub-boards shall be reviewable by the trial
board under the conditions and procedures as provided
fo r in Council resolution under section 7.4 o f the by
laws.
Resolved: That the trial board is authorized to re
ceive and act on petitions requesting review o f a deci
sion o f the quality review executive committee
terminating a firm's participation in the practice
monitoring program. Following such review, the trial
board may affirm, modify, or reverse all or any part of
the executive committee's decision, but it may not in
crease the severity of the committee’s sanction.
Resolved: That the trial board may hear and adju
dicate charges involving alleged violations o f a state
CPA society’s bylaws or code o f professional ethics
when there is in force a written agreement fo r such
procedure between the Institute and the state CPA so
ciety concerned.

PROPOSED REVISED IMPLEMENTING
COUNCIL RESOLUTION UNDER SECTION 7.2
OF THE BYLAWS

Term ination o f M em bership
Under Section 7.2 Termination of Membership for
Nonpayment of Financial Obli
gation or fo r Failure to Comply
With a Membership-Retention Re
quirement
Resolved: That if a person whose membership has
terminated for nonpayment of dues or other finan
cial obligation shall apply for reinstatement, the
board of directors, in its discretion, may reinstate
him the member, provided that he shall have paid to
the Institute all dues and other obligations owing by
him to the Institute at the time his membership was
terminated shall have been paid.
Further resolved: That if a person whose member
ship has terminated fo r failure to comply with
membership-retention requirements relating to CPE or
practice-monitoring shall apply fo r reinstatement, the
Board o f Directors, in its discretion, may reinstate the
person as a member provided the person shall have
satisfactorily demonstrated that the failure to comply
with the CPE or practice-monitoring requirements has
been rectified.
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Further resolved: That no person shall be consid
ered to have resigned in good standing if at the time
of his resignation he the person was in debt to the
Institute for dues or other obligations. A member
submitting his a resignation after the beginning of
the fiscal year, but before expiration of the time limit
for payment of dues or other obligations, may attain
good standing by paying dues prorated according to
the portion of the fiscal year which has elapsed, pro
vided obligations other than dues shall have been
paid in full.
A member who has resigned or whose member
ship has terminated in any manner may not file a
new application for admission but may apply for re
instatement under this resolution or applicable pro
visions of the bylaws.

PROPOSED REVISED IMPLEMENTING
COUNCIL RESOLUTION UNDER SECTION 7.4
OF THE BYLAWS

Disciplining o f M em ber by
Joint Trial Board
Resolved:
That
(1) Any complaint preferred against a member un
der section 7.4 of the bylaws shall be submitted
to the professional ethics division, which in turn
may refer the complaint for investigation and
recommendation to an ethics committee (or its
equivalent) of a state society of certified public
accountants that has made an agreement with
the Institute of the type authorized in section 7.4
of the bylaws. If, upon consideration of the com
plaint, investigation and/or recommendation
thereon, it appears that a prima facie case is es
tablished showing a violation of any applicable
bylaws or any provision rule of the Code of Pro
fessional Ethics Conduct of the Institute or any
state society making an agreement with the In
stitute referred to above or showing any conduct
discreditable to a certified public accountant, the
professional ethics division or the ethics commit
tee of such state society shall report the matter
to the secretary of the joint trial board division
who shall summon the member involved to ap
pear in answer at the next convenient meeting of
a panel of the appropriate regional joint trial

board or a panel of the national review board
appointed to hear the case under paragraph 3(b)
provided, however, that, with respect to a case
falling within the scope of section 7.3 of the by
laws, the division or such state society ethics
committee shall have discretion as to when and
whether to report the matter to the secretary for
such summoning.
(2) (a) If the professional ethics division or state
society ethics committee dismisses any com
plaint preferred against a member or fails
to initiate its investigation inquiry within
ninety days after such complaint is pre
sented to it in writing, the member prefer
ring the complaint may present the
complaint in writing to the national review
joint trial board, provided, however, that
this provision shall not apply to a case fall
ing within the scope of section 7.3.
(b) The chairman of the national review joint
trial board shall cause such investigation to
be made of the matter as he may deem nec
essary, and shall either dismiss the com
plaint or refer it to the secretary of the joint
trial board division who shall summon the
member involved thereby to appear before
the panel appointed in paragraph (c) hereof
to hear the case.
(c) Prior to causing the investigation referred
to in paragraph (a), the chairman of the na
tional review trial board who shall designate
six members of the national review trial
board who shall not be involved in such in
vestigation in order that five of them may
be appointed to an independent hearing
panel if necessary. He shall report the names
of such members to the secretary of the joint
trial board division prior to any action un
der paragraph (a).
(3) For the purpose o f adjudicating charges against
members o f the Institute, as provided in the fore
going paragraphs o f this resolution, the following
must take place:
(a) The secretary o f the Institute shall mail to
the member concerned, at least thirty days
prior to the proposed meeting o f the trial
board or any sub-board appointed to hear the
case, written notice o f the charges to be ad
judicated. Such notice, when mailed by reg
istered mail, postage prepaid, addressed to
the member concerned at the member’s last
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known address, according to the records of
the Institute, shall be deemed properly served.
(b) After hearing the evidence presented by the
professional ethics division or other com
plainant, and by the defense, the trial board
or sub-board hearing the case, a quorum
present, by vote o f the members present and
voting, may, in a manner consistent with sec
tion 7.4 o f the bylaws, admonish, suspend for
a period o f not more than two years, or expel
the member against whom complaint is made,
provided that in any case in which the trial
board or a sub-board finds that a member has
departed from the profession’s technical stand
ards it may also direct the member concerned
to complete specified professional develop
ment courses and to report to the trial board
upon such completion.
(c) In a case decided by a sub-board, the mem
ber concerned may request a review by the
trial board o f the decision o f the sub-board,
provided such a request fo r review is filed
with the secretary o f the trial board at the
principal office o f the Institute within thirty
days after the decision o f the sub-board, and
that such information as may be required by
the rules o f the trial board shall be filed with
such request. Such a review shall not be a
matter o f right. Each such request fo r a re
view shall be considered by an ad hoc com
mittee to be appointed by the chairman o f the
trial board, or its vice chairman in the event
of his unavailability, and composed o f not
less than five members o f the trial board who
did not participate in the prior proceedings in
the case. The ad hoc committee shall have
power to decide whether or not such request
fo r review by the trial board shall be allowed,
and such committee’s decision that such re
quest shall not be allowed shall be final and
subject to no further review. A quorum of
such ad hoc committee shall consist o f a ma
jority o f those appointed. I f such request for
review is allowed, the trial board shall review
the decision o f the sub-board in accordance
with its rules o f practice and procedure. On
review o f such decision, the trial board may
affirm, modify, or reverse all or any part of
such decision or make such other disposition
o f the case as it deems appropriate. The trial
board may, by general rule, indicate the
character o f reasons that may be considered
to be o f sufficient importance to warrant an

19

ad hoc committee granting a request fo r re
view o f a decision o f a sub-board.
(d) Any decision o f the trial board, including any
decision reviewing a decision o f a sub-board,
shall become effective when made, unless the
trial board’s decision indicates otherwise, in
which latter event it shall become effective at
the time determined by the trial board. Any
decision o f a sub-board shall become effec
tive as follows:
(i) Upon the expiration o f thirty days after
it is made, if no request fo r review is
properly filed within such thirty-day pe
riod.
(ii) Upon the denial o f a request fo r review,
if such request has been properly filed
within such thirty-day period and is de
nied by the ad hoc committee.
(iii) Upon the effective date o f a decision of
the trial board affirming the decision o f
a sub-board in cases where a review has
been granted by the ad hoc committee.

PROPOSED REVISED IMPLEMENTING
COUNCIL RESOLUTION UNDER SECTION 7.6
OF THE BYLAWS

Publication o f Disciplinary Action
Resolved: That notice of disciplinary action taken
under section 7.3 or 7.4 of the bylaws and the basis
therefor shall be published in a membership period
ical of the Institute and the professional ethics divi
sion shall maintain a record o f such information and
disclose that information upon request. In the case of
a suspension or termination pursuant to section 7.3
of the bylaws, such notice shall be in a form ap
proved by the chairman of the trial board and shall
disclose the name of the member concerned. In any
action pursuant to section 7.4 of the bylaws, the trial
board or sub-board hearing the case shall decide, by
a majority vote of the members present and voting,
on the form of the notice of the case and the decision
to be published, which notice shall disclose the name
of the member involved when the member is found
guilty. The statement and decision, as released by
the chairman, trial board, or hearing panel, shall be
published in a membership periodical of the Insti
tute. No such publication shall be made until such
decision has become effective.
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Implementing Council Resolutions of the American Institute of Certified Public Accountants
PROPOSED REVISED COUNCIL
RESOLUTIONS

Designating Bodies to Prom ulgate
T echnical Standards
Financial Accounting Standards Board
Whereas in 1959 the Council designated the Ac
counting Principles Board to establish accounting
principles, and
Whereas the Council is advised that the Financial
Accounting Standards Board (FASB) has become
operational, it is
Resolved, that as of the date hereof the FASB, in
respect of statements of financial accounting stand
ards finally adopted by such board in accordance
with its rules of procedure and the bylaws of the
Financial Accounting Foundation, be, and hereby is,
designated by this Council as the body to establish
accounting principles pursuant to rule 203 and stand
ards on disclosure o f financial information fo r such
entities outside financial statements in published fi
nancial reports containing financial statements under
rule 202 of the Rules o f the Code o f Professional Con
duct of the American Institute of Certified Public
Accountants provided, however, any accounting re
search bulletins, or opinions of the accounting prin
ciples board issued or approved for exposure by the
accounting principles board prior to April 1, 1973,
and finally adopted by such board on or before June
30, 1973, shall constitute statements of accounting
principles promulgated by a body designated by
Council as contemplated in rule 203 of the Rules of
the Code o f Professional Conduct unless and until
such time as they are expressly superseded by action
of the FASB.
Governmental Accounting Standards Board
Whereas: The Governmental Accounting Stand
ards Board (GASB) has been established by the
board of trustees of the Financial Accounting Foun
dation (FAF) to issue standards of financial account
ing and reporting with respect to activities and
transactions of state and local governmental entities,
and
Whereas: The American Institute of Certified
Public Accountants is a signatory to the agreement
creating the GASB as an arm of the FAF and has
supported the GASB professionally and financially,
it is
Resolved: That as of the date hereof, the GASB,
with respect to statements of governmental account

ing standards adopted and issued in July 1984 and
subsequently in accordance with its rules of proce
dure and the bylaws of the FASB, be, and hereby is,
designated by the Council of the American Institute
of Certified Public Accountants as the body to estab
lish financial accounting principles for state and lo
cal governmental entities pursuant to rule 203, and
standards on disclosure of financial information for
such entities outside financial statements in pub
lished financial reports containing financial state
ments under rule 202.
AICPA Committees and Boards
Whereas: The membership of the Institute has
adopted rules 201 and 202 of the Rules o f the Code of
Professional Conduct, which authorizes the Council
to designate bodies to promulgate technical stand
ards with which members must comply, and there
fore it is
Accounting and Review Services Committee
Resolved: That the AICPA accounting and review
services committee is hereby designated to promul
gate standards under rules 201 and 202 with respect
to unaudited financial statements or other unaudited
financial information of an entity that is not required
to file financial statements with a regulatory agency
in connection with the sale or trading of its securities
in a public market.
Auditing Standards Board
Resolved: That the AICPA auditing standards board is
hereby designated as the body authorized under rules
201 and 202 to promulgate auditing standards and
procedures.
Resolved: That the auditing standards board shall
establish under statements on auditing standards the
responsibilities of members with respect to standards
for disclosure of financial information outside finan
cial statements in published financial reports con
taining financial statements.
Management Advisory Services Executive Committee
Resolved: That the AICPA management advisory
services executive committee is hereby designated to
promulgate standards under rules 201 and 202 with
respect to the offering of management advisory ser
vices, provided, however, that such standards do not
deal with the broad question of what, if any, ser
vices should be proscribed.

Implementing Council Resolutions of the American Institute of Certified Public Accountants
And further resolved: That any Institute committee or
board now or in the future authorized by the Council
to issue enforceable standards under rules 201 and
202 must observe an exposure process seeking com
ment from other affected committees and boards, as
well as the general membership.

PROPOSED REVISED COUNCIL
RESOLUTION

3.. 1.

4. 2.

Perm itting Professional Corporations or
Associations
Resolved, that the characteristics of a professional
corporation as referred to in rule 505 of the Code of
Professional Ethics are as follows:
1. Name. The name under which the profes
sional corporation or association renders
professional services shall contain only the
names of one or more of the present or
former shareholders or of partners who were
associated with a predecessor accounting
firm. Impersonal or fictitious names, as well
as names which indicate a specialty, are pro
hibited.
Purpose. The professional corporation or as
sociation shall not provide services that are

5.3.

6.4.
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incompatible with the practice of public ac
counting.
Ownership. All shareholders of the corpora
tion or association shall be persons engaged
in the practice of public accounting as de
fined by the code of professional ethics.
Shareholders shall at all times own their
shares in their own right and shall be the
beneficial owners of the equity capital as
cribed to them.
Transfer of Shares. Provision shall be made
requiring any shareholder who ceases to be
eligible to be a shareholder to dispose of all
his or her shares within a reasonable period
to a person qualified to be a shareholder or
to the corporation or association.
Directors and Officers. The principal execu
tive officer shall be a shareholder and a di
rector, and to the extent possible, all other
directors and officers shall be certified public
accountants. Lay directors and officers shall
not exercise any authority whatsoever over
professional matters.
Conduct. The right to practice as a corpora
tion or association shall not change the obli
gation of its shareholders, directors, officers,
and other employees to comply with the
standards of professional conduct established
by the American Institute of Certified Public
Accountants.

